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Abstract 
The paper analyses influence of venture capital (VC) and private equity (PE) investing on FDI inflow in the Czech Republic. There 
exist barriers in the Czech Republic, such as high investment thresholds, imperfect information or legislative barriers that negatively 
affect the PE and VC investment activity and prevent foreign investors from investing in Czech PE and VC. This is the main reason 
RI WKH&]HFK5HSXEOLF¶V OLWWOH3(DQG9&PDUNHWDFWLYLW\'DWDRQIRUHLJQGLUHFW LQYHVWPHQW )', LQ3(DQG9&LVGLVWRUWHG
though, as main foreign investors are investment funds with Czech managers who invest through vehicles established outside the 
EU for tax reasons. The solution that would contribute to dismantling the barriers of FDI inflow in PE and VC would be to create 
more favourable conditions for investing in the Czech Republic. If the Czech Republic pursues reaching the European average as 
benchmark, it has to fill-in a yearly gap in PE and VC investment of 0.077% GDP, or EUR 113.2 million, according to 2007-2013 
average figures. 
5 The Authors. Published by Elsevier B.V. 
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1. Introduction 
This paper aims at description of relation between foreign direct investment and private equity and venture capital 
on case study of the Czech Republic. 
Theoretical background focuses on the decision-making principles and definitions connected with venture capital 
and private equity investing. Results describe the main features of the Czech private equity and venture capital market 
in relation to the European benchmark. Then, the influence of venture capital and private equity investing on foreign 
direct investment is analysed. 
© 2015 The Authors. Published by Elsevier B.V. This is an open access article under the CC BY-NC-ND license 
(http://creativecommons.org/licenses/by-nc-nd/4.0/).
Peer-review under responsibility of IISES-International Institute for Social and Economics Sciences.
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2. Theoretical background of venture capital and private equity 
Despite its relative importance in terms of ability to help start-ups develop in multinational companies and specific 
differences from other sources of capital, there is still insufficient background of theoretical economics in the field of 
venture capital. Despite there have been many attempts to describe the processes of venture capital, the terminology 
is still not unified. 
The researched literature always considers Venture Capital as an asset class, mainly as a subset of Private Equity*. 
But, sometimes is Venture Capital perceived also as a synonym to Private Equity. Generally, the literature shows that 
there exist at least two stages of venture capital ± early stage investments in start-up businesses and later stage 
investments in developing companies. 
Private equity means generally investing capital in unquoted businesses, unlisted on public markets. However 
private equity refers to the source of equity funds being on private markets, private equity may be used to invest also 
in listed shares, including to take over publicly listed companies, and delist them.Á 
The term Risk Capital is often used as homonym to Venture Capital, but not always. For instance, Merton and 
PeUROGGHILQHULVNFDSLWDODV³WKHVPDOOHVWDPRXQWWKDWFDQEHLQYHVWHGWRLQVXUHWKHYDOXHRIWKHILUP
VQHWDVVHWV
against a loss in value relative to the risk-IUHHLQYHVWPHQWRIWKRVHQHWDVVHWV´S7KLVGHILQLWLRQLVYHU\GLIIHUHQW
and is related to risk management in financial institutions. 
Typical is investment in shares of newly established businesses with high-growth potential (start-ups, start-up 
firms), often commercialising an innovation, but also with high risk of default. Risk-aversed rational investors would 
invest under these conditions if the investment promises high yields in future by exit. Private equity investors, mostly 
institutional, typically do not acquire businesses to realise take-overs, as strategic investors mostly do, but invest as 
financial investors and realise yields not in the form of regular dividends, but by exiting the investment in a period of 
usually 3-6 years. The stages with typical investment durations and investment amounts are depicted in Table 1. 
Table 1: Private equity stages 
Private equity stage Duration 
of 
investment 
(years) 
Investment 
amount (EUR 
millions) 
Expected 
yield (% 
p.a.) 
Share of investors 
offering the 
respective type of 
investment 
Pre-seed, seed 
(venture capital) 7-12 Up to 0,2 
Up to 100 
% 1-2 % 
Early stage, start-up 
(venture capital) 5-10 
0,2 - 0,8, but may 
be also up to 7,5 35-50 % 5 % 
Later-stage 
(venture capital) 4-7 0,4 - 1,5 30 % 10 % 
Replacement, Growth 2-5 0,75 - 3,0 25 % 50 % 
Buyouts 2-4 7,5 - 40 + 20-25 % almost 100 % 
Source: DvoĜák, Procházka (1998) 
We will operate with terminology brought up by the European Private Equity and Venture Capital Association 
(EVCA), as the paper is oriented mainly on European venture capital markets and EVCA is the most important 
association in this field on the old continent. Another important player in this field in Europe is the European 
Commission, which has presented its own definitions in the EC (2006). The Commission definitions for the purpose 
 
 
* EVCA (2007) 
 EVCA (2007) 
Á IMF (2009) 
 'YRĜiN3URFKi]ND 
682   Ondrej Ptacek et al. /  Procedia Economics and Finance  30 ( 2015 )  680 – 689 
 
of state aid rules have to be taken into account particularly when public capital is invested beside private sources or 
other advantage (such as tax reliefs or guarantees) is provided to private venture capital investors in the EU. 
Due to EVCA, venture capital has two stages ± early stage and later-stage. EVCA (2007) distinguishes venture 
FDSLWDODV³DVXEVHWRI3( UHIHUV WRHTXLW\ LQYHVWPHQWVPDGHIRU WKH ODXQFKHDUO\GHYHORSPHQWRUH[SDQVLRQRID
EXVLQHVV´S+RZHYHU WKHJURZWKVHJPHQWLVQRWLQFOXGHGDV(9&$UHIHUVWRH[SDQVLRQRI³UHODWLYHO\
PDWXUHRUGHYHORSHGFRPSDQLHV´S%XWWRPDNHLWHYHQPRUHFRPSOLFDWHG³DGGLWLRQDOO\PRVWLQYHVWPHQWVPDGH
E\EX\RXWIXQGVLQWRYHQWXUHVWDJHVZRXOGEHGHILQHGDVJURZWKFDSLWDO´S7KLVH[DPSOHVKRZVKow challenging 
it is to distinguish individual stages of PE/VC in practice. 
We should focus on the main indicators of venture capital market activity derived from the stages of common 
venture capital transaction pipeline to select the right ones for the purpose of equity gap calculation. This pipeline is 
defined e.g. in Wright and Robbie (2003) as firm level of venture capital including deal generation, initial and second 
screening, valuation and due diligence, deal approval and structuring, post-contractual monitoring, investment 
UHDOLVDWLRQDQGHQWUHSUHQHXUV¶H[LWDQGUHFRQWUDFWLQJZLWKYHQWXUHFDSLWDOLVWVIROORZHGE\DUHYLHZRIWKHHYLGHQFHRQ
the performance of venture capital firms. 
These processes are commonly aggregated into three main market activity indicator groups: fundraising activity, 
investment activity and divestment activity. We will work mainly with fundraising and investment amounts in 
monetary terms per period of time. 
3. Empirical evidence: venture capital and private equity development in the Czech Republic in compare to 
Europe 
The investment activity in private equity (PE) and venture capital (VC) in the Czech Republic was observing an 
upward trend in 2007-2009, decreasing in 2010-2012 with recovery in 2013.** 
As the overall number of investment is very limited and varies between 10 to 20 in the whole private equity industry, 
the investment activity is influenced by appearance or non-appearance of several larger investments, as depicted below 
in Table 3. The seed stage investments are almost missing, the first one since 2007 has been made in 2013 amounting 
only at EUR 515 000. Start-up capital has been struggling with almost absence of new investments over the whole 
period with EUR 18 millions invested over 2007-2013 (but more than EUR 13 million, or 72%, within a single year 
in 2010). However, in seed and start-up stages, there are existing investments out of official statistics as business 
angles operate in this field in the Czech Republic almost without being organized in syndicates or networks. Later 
stage venture capital was developing quite hopefully until 2010 with 4 to 5 new investments in a year. Since then, its 
investment activity has been diminishing to only 3% of 2009 values in 2013. 
Overall venture capital investment activity including seed, start-up (together marked as early stage) ad later stage 
investments was very weak and became almost invisible in 2012-2013. Other private equity investments form almost 
96% of all PE and VC investments in the Czech Republic over the period of 2007-2013. Most capital has been invested 
in buyouts (64% of total PE and VC investment) and growth capital (20%). Rescue, turnaround and replacement capital 
are rather rare. However no permanent or systematic changes in the sensitivity to market returns in relation to risk 
premiums have been generally detected in the Czech financial market after financial crisis,  the private equity 
fundraising activity indicators (including venture capital) show less willingness to allocate capital to private equity 
and venture capital funds from investors. 
  
 
 
** CVCA (2013), EVCA (2011), EVCA (2012), EVCA (2013) and EVCA (2014). 
 3RãWD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Table 2: Investment amounts and number of invested companies in the Czech Republic, by private equity and venture capital stage, 2007-
2013, EUR thousands 
  Seed Start-up 
Later 
stage 
Total 
venture 
capital Other PE Total 
2007 
Investment amount 0 500 3691,98 4191,98 176878,9 181070,9 
Number of companies 0 1 5 6 11 17 
2008 
Investment amount 0 281,34 31543,26 31824,6 391153,1 422977,7 
Number of companies 0 1 4 5 15 20 
2009 
Investment amount 0 0 28248,06 28248,06 1329734 1357982 
Number of companies 0 0 4 4 17 21 
2010 
Investment amount 0 13138,61 9909,77 23048,38 205787,9 228836,3 
Number of companies 0 2 1 3 14 17 
2011 
Investment amount 0 2712,51 7810,77 10523,28 133410 143933,3 
Number of companies 0 3 3 6 12 18 
2012 
Investment amount 0 127,44 5101,45 5228,89 100645 105873,9 
Number of companies 0 1 2 3 7 10 
2013 
Investment amount 515,91 1340,91 924,35 2781,17 131558,3 134339,4 
Number of companies 1 3 2 6 9 15 
Source: EVCA 
This is not only the case of the Czech Republic. As we can see from the Chart 3, the whole Central and Eastern 
European region had only 1,3% share on total fundraising in PE and VC funds in Europe in 2013. The strongest region 
was France and Benelux (incluGLQJWKH(8³LQYHVWPHQWKHDYHQ´RI/X[HPERXUJIROORZHGE\WKH8QLWHG.LQJGRP
Nordic states and German speaking countries.  
If we compare data on PE and VC investment activity in the Czech Republic with total European figures over the 
period of 2007-2013 as in Table 4, we find out that besides the overall weak performance of the market in the Czech 
Republic, there are also differences in particular categories. A clear investment gap can be observed in seed stage and 
start-up stages, with almost no activity in the Czech Republic (0,72% share on total investment amount, 10,4% share 
on number of companies) but quite strong activity in Europe (4,91% and 42,29%). Significant difference is especially 
in the share on number of companies ± whereas more companies in Europe received venture capital (62,42%) than 
other private equity investments (37,58%), the Czech figures showed results vice versa: only 28,95% of companies 
received venture capital and 71,05% obtained other PE investment. 
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Fit. 1. Venture Capital in Europe, fundraising geographic breakdown 2013 (2012 in parentheses), source of funds in % of total amount 
Source: EVCA, PEREP analytics 
Table 3: Investment amounts and number of invested companies in PE segments, Czech Republic and Europe, 2007-2013 totals 
 
 
Czech Republic 
 
Total Europe 
 
 
Total 
investment 
% of total 
investmen
t 
No. of 
invested 
companie
s 
% of 
invested 
companie
s 
Total 
investment 
% of 
total 
No. of 
invested 
companie
s 
% of 
invested 
companie
s 
Seed 516 0.02% 1 0.88% 1 130 734 0.37% 2 954 8.31% 
Start-up 18 101 0.70% 11 9.65% 13 923 586 4.54% 12 071 33.97% 
Subtotal 
Early stage 18 617 0.72% 12 10.53% 15 054 320 4.91% 15 025 42.29% 
Later-stage 
venture 
capital 87 230 3.39% 21 18.42% 15 034 187 4.90% 7 712 21.70% 
Total 
venture 
capital 105 846 4.11% 33 28.95% 30 088 507 9.81% 22 180 62.42% 
Other PE 
(Growth, 
Buyouts etc.) 2 469 168 95.89% 81 71.05% 276 693 907 90.19% 13 352 37.58% 
Total 2 575 014 100.00% 114 100.00% 306 782 413 
100.00
% 35 532 100.00% 
Source: Own adjustment of EVCA data 
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The cause of this situation is clear: Czech VC funds invest in larger projects than in the rest of Europe. Whereas 
average investment amount per company was EUR 1.3 million in Europe, it was EUR 3.2 million in the Czech 
Republic, 2.3 times higher. 
However, due to lack of market activity, the share of venture capital funding on GDP in the Czech Republic is 
significantly lower than in Europe. The following Chart 5 depicts investment value by venture capital stage to GDP 
ratio in the Czech Republic and European countries.  
 
Fig. 2.  Venture capital investments to GDP (current prices, EUR) percentage ratio ratio by stage, Czech Republic and Europe, 2007-2013 
totals 
Source: Own adjustment of EVCA and Eurostat data 
In general terms, early stage enterprises receive only a little venture capital in the Czech Republic. The legislation 
does not encourage PE investors enough to enter the venture capital market as well. This is particularly evident from 
the data on PE and VC funds investing in the Czech Republic (full CVCA members). Only a few of them are oriented 
on early stage investments and only one fund with total sources of only EUR 20 million prefers also investments under 
EUR 1 million. The total amount of funds managed in the Czech Republic is about EUR 4.5 billion and the average 
fund size is EUR 373 million. On average, the minimum deal size is EUR 6.5 million and maximum EUR 50 million. 
Thus, seed, start-up and even smaller later-stage venture projects cannot fulfil the threshold of minimum investment 
values required by VC funds investing in the Czech Republic.ÁÁ This creates a burden for companies seeking equity 
financing of lesser values creating possible market inefficiency. 
)XUWKHUPRUHEXVLQHVVDQJHOV¶QHWZRUNVGRQRWDGHTXDWHO\WDNHWKHSODFHRIODFNLQJHDUO\VWDJHYHQWXUHFDSLWDOIXQGV
due to CVCA findings. Ventures already having research and development results must still seek funds for their 
commercialization among friends and family or rely on bank loans and grants. 
The reluctance towards capital-based instruments may stem from the pursuit of a high level of autonomy by the 
businesses. Both entrepreneurial candidates and representatives of companies in further phases of development 
indicated the need for independence as one of the main reasons for starting or having started their businesses according 
 
 
ÁÁ CVCA (2010) 
 See EVCA (2011) and EVCA (2012). 
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to a survey in Poland.*** Businesses also stress the lack of the competences of financial institutions and simplistic, 
XQGHUGHYHORSHG DQG LQDSSURSULDWH DSSURDFK WR QHZEXVLQHVV YHQWXUHV¶ DVVHVVPHQW LQ FHUWDLQ NQRZOHGJH LQWHQVLYH
industries, such as biotechnology. 
4. Results: FDI inflow in venture capital and private equity in the Czech Republic 
Within our case study, we will now concentrate on current state of foreign direct investment (FDI) in venture capital 
and private equity in the Czech Republic. 
The EVCA statistics distinguish between market and industry data. The market statistics are related to a particular 
country, regardless of the origin or location of private equity fund managers. On the contrary, industry statistics uses 
data by country of origin of fund managers.ÁÁÁ Whereas in the previous chapter, we were working with market statistics 
on private equity and venture capital activity in the Czech Republic, we will now deploy also industry statistics to 
bring about relevant findings on venture capital and private equity investment activity in relation to FDI inflow in the 
Czech Republic. 
Table 6 depicts amounts invested by VC and PE funds with Czech based management companies (VC and PE 
firms) over 2007-2013. This data is significantly different from market data on Czech companies receiving PE and 
VC investments, as described in the previous chapter. 
Table 4: Venture capital and private equity investments in the Czech Republic, industry statistics (by country of origin of the venture 
capital/private equity firm), EUR thousands, 2007-2013 
 2007 2008 2009 2010 2011 2012 2013 
Seed 0 0 0 0 103 0 171.97 
Start-up 0 0 0 11578.18 4100 724 506.81 
Early stage 0 0 0 11578.18 4203 724 678.78 
Later stage venture 2025.98 4333 1445.91 0 4000 0 0 
Total venture 2025.98 4333 1445.91 11578.18 8203 724 678.78 
Other PE (Growth. 
Buyouts etc.) 67490.04 35375 59949.4 24934.88 184350 15883 23255 
Total Investment 69516.02 39708 61395.31 36513.06 192553 16607 23933.8 
Source: Own adjustment of EVCA data 
When we deduct this industry statistics data from the market statistics and alo take into account investments of 
Czech VC and PE funds on abroad (EVCA data available), we will find foreign direct investment in PE and VC 
estimates. PE and VC investments are included in direct investment according to IMF (2009) methodology on Balance 
of Payments. 
Table 7 shows the results ± we find out that although we identified overall market activity in PE and VC in the 
Czech Republic as relatively poor in compare to the rest of Europe, it is able to attract significant amounts of foreign 
investment, EUR 325 million on average over the period of 2007-2013. Even if we counted out 2009 as an outlier with 
one mega buyout investment, FDI investment amount would be still EUR 134 million yearly on average. Of these 
foreign direct investment amounts, 95.1% are buyout operations. 
  
 
 
*** Matejun (2013) 
 Martin (2013) 
ÁÁÁ EVCA (2014) 
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Table 5: Venture capital and private equity foreign direct investments in the Czech Republic estimates, EUR thousands, 2007-2013 
 2007 2008 2009 2010 2011 2012 2013 
Seed 0 0 0 0 0 0 343.94 
Start-up 500 281.34 0 1 560.43 1 209.51 0 834.1 
Early stage 500 281.34 0 1 560.43 1 209.51 0 1 178.04 
Later stage venture 1 666 27 210.26 26 802.15 9 909.77 3 810.77 5 101.45 924.35 
Total venture 2 166 27 491.6 26 802.15 11 470.2 5 020.28 5 101.45 2 102.39 
Other PE (Growth. 
Buyouts etc.) 109 388.9 355 778.1 1 306 615 180 853 48 663.01 84 762.03 108 303 
Total Investment 111 554.9 383 269.7 1 333 417 192 323.2 53683.29 89 863.48 110 406 
Source: Own adjustment of EVCA data 
We are now able to determine the share of FDI on PE and VC investment in the Czech Republic. As depicted in 
Table 8, this share varies between the years and PE and VC stages in 2007-2013 EVCA and Czech National Bank 
figures. In some years and market segments, FDI represent 100% of investment. Overall, the share of FDI investment 
on total PE and VC investment has been ranging from 37.3% in 2011 to 98.3% in 2009. In venture capital, it has been 
varying from 47.7% in 2011 to 97.6% in 2012. This is mainly caused by the fact that the overall number of companies 
receiving PE or VC investment is limited to 10-20 per year as argued already in this paper, so one or two investments 
may bring about significant difference in data on year-on-year basis. 
Table 6: Share of FDI on private equity and venture capital investment in the Czech Republic by stage, 2007-2013 
 2007 2008 2009 2010 2011 2012 2013 Average 
Seed - - - - - - 66.7% 66.7% 
Start-up 100.0% 100.0% - 11.9% 44.6% 0.0% 62.2% 53.1% 
Early stage 100.0% 100.0% - 11.9% 44.6% 0.0% 63.4% 53.3% 
Later stage VC 45.1% 86.3% 94.9% 100.0% 48.8% 100.0% 100.0% 82.2% 
Total venture 51.7% 86.4% 94.9% 49.8% 47.7% 97.6% 75.6% 71.9% 
Other PE (Growth. 
Buyouts etc.) 61.8% 91.0% 98.3% 87.9% 36.5% 84.2% 82.3% 77.4% 
Total investment 61.6% 90.6% 98.2% 84.0% 37.3% 84.9% 82.2% 77.0% 
Source: Own adjustment of EVCA data 
Finally, we present data on private equity and venture capital investment share on total FDI in the Czech Republic 
over the period 2007-2013 in table 9. As we found out earlier in this paper that venture capital activity is very limited 
in the Czech Republic, it is not surprising that the share of venture capital investment on foreign direct investment is 
only 0.37% on average. On the other hand, it means that the gap in venture capital investments mainly in compare to 
Anglo-Saxon, but also in compare to closer German-speaking countries of Europe could be quite easily filled with 
new FDI or mobilisation of domestic sources for investment. Country Risk Agencies have credibility in the market 
and capture the impact of relevant macroeconomic variables properly, resulting in a distribution of FDI in relation to 
recognized competitiveness of economies seeking more profitable investments. 
Private equity is much more significant with 12.16%, but this data is distorted with 2009 outlier. If we skip 2009 in 
the time series, we will get a new average share of PE investment on FDI value of 3.65%. 
 
 
 Popa (2012) 
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Table 7: FDI in the Czech Republic in EUR millions and percentage share of FDI in private equity and venture capital estimates, 2007-2013 
 2007 2008 2009 2010 2011 2012 2013 Average 
FDI 7 634.3 4 415.4 2 109.8 4 637.2 1 668.1 6 216.8 3 760.1 4 348.8 
Total VC 0.03% 0.62% 1.27% 0.25% 0.30% 0.08% 0.06% 0.37% 
Total PE 1.46% 8.68% 63.20% 4.15% 3.22% 1.45% 2.94% 12.16% 
Source: Own adjustment of EVCA and Czech National Bank data 
One of the main reasons is that given the evidence in the previous chapters, the Czech PE market is not able to 
allocate resources effectively mainly due to: 
x Risk aversion on the supply side leading to high minimum investment threshold; 
x Imperfect information on the demand side.**** 
The investment criteria applied by the VC funds operating in the Czech Republic actually exclude investments in 
the seed and start up stages of SME development. Even investments through the later stage are limited given the 
minimum investment size of ca. EUR 1 million for most funds. Consequently, the majority of realized transactions are 
management buyouts or buy-ins and replacement or secondary purchase transactions. 
There also occurs imperfect information on the demand side, as the entrepreneurs are lacking practical knowledge 
on PE and VC (including its indirect positive effects on business) and are usually not willing to share equity with 
external investors.ÁÁÁÁ 
Another reason lies in legal barriers of establishing PE and VC funds within the Czech Republic. The PE and VC 
funds operate in the Czech Republic mainly from off-shore destinations. Off-shoring has been very much used to lower 
the operating costs of enterprises or for tax optimisation purposes, which is the case. 
As regards PE and VC investments, the FDI could flow in the Czech Republic mainly through foreign funds of 
funds managing capital from pension funds and other investors. Corporate foreign direct investors could then extend 
the possibilities of exits, using network enterprising or creating alliances and acquisitions as modern forms of business 
integration.***** Promotion of venture capital by appropriate government action, as well as measures for deepening of 
financial markets and increase of financial discipline, would enrich supply of equity capital. 
5. Conclusion 
There exist barriers in the Czech Republic, such as high investment thresholds, imperfect information or legislative 
barriers that negatively affect the PE and VC investment activity and prevent foreign investors from investing in Czech 
PE and VC. 
7KLV LV WKH PDLQ UHDVRQ RI WKH &]HFK 5HSXEOLF¶V OLWWOH 3( DQG9&PDUNHW DFWLYLW\ ZKLFK LV OLPLWHG WR -20 
investments per year in total. FDI takes 77% share on total PE and VC investment in the Czech Republic over 2007-
2013. Data on FDI in PE and VC is distorted, though, as main foreign investors are investment funds with Czech 
managers who invest through vehicles established outside the EU for tax reasons. The solution that would contribute 
to dismantling the barriers of FDI inflow in PE and VC would be to create more favourable conditions for investing 
in the Czech Republic. 
 
 
**** 3WiþHN 
 )RULQVWDQFHGXHWRKLJKHUH[SHFWHG,55HWF=LQHFNHU5DMFKORYi 
ÁÁÁÁ =LQHFNHU5DMFKORYi 
 9LODPRYi-DQRYVNi.R]HO9R]ĖiNRYi 
***** 9LODPRYi-DQRYVNi.R]HO9R]ĖiNRYiâYHFRYi 
 9LGXþLü9LGXþLü%RUDVâXãDN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If the Czech Republic pursues reaching the European average as benchmark, it has to fill-in a yearly gap in PE and 
VC investment of 0.077% GDP, or EUR 113.2 million, according to 2007-2013 average figures. 
The paper has identified the influence of venture capital and private equity investing on FDI inflow in the Czech 
Republic. 
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